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OATH OR AFFIRMATION
L, Magnus Lejdstrom , swear (or affirm) that, to the
best of my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
Kaupthing Securities, Inc. ,asof
December 31, 2006 , are true and correct. I further swear (or affirm) that neither the company

nar any pattner, proprietor, principal officer or director has any proprietary interest in any account classified solely as that of
a customer, except as follows:
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MERSIMA HOTI
NOTARY PUBLIC, STATE OF NEW YORK
"7 Notary Public QUALIFIED IN NEW YORK COUNTY
REG. #01HCE137761
MY COMMISSION EXPIRES ON 12-05-2009

&

—_

Title

("“——-\

This report** contains (check all applicable boxes):
{a) Facing page.

(b} Statement of Financial Condition.

(c) Statement of Income (Loss).

(d) Statement of Cash Flows.

(e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietor's Capital.

O OCEEICEE]EEE]

(f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.

(z) Computation of Net Capital.

{h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

(i) I[nformation Relating to the Possession or control Requirements Under Rule 15¢3-3.

(i) A Reconciliation, including appropriate explanation, of the Computation of Net Capital Under Rule 15¢3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

(k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of con-

solidation.
(I} An Oath or Affirmation.

(m) A copy of the SIPC Supplemental Report.
(n) A report describing any material inadequacies found to exist or found to have existed since the date of the previous audit.
(o) Independent auditor's report on internal accounting control.

(300 [ =3 | [ | =3

(p) Schedule of segregation requirements and funds in segregation--customers’ regulated commodity futures account
pursuant to Rule 171-5.

**Lor conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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Report of Independent Public Accountants

To the Shareholder
Kaupthing Securities, Inc.

We have audited the accompanying statement of financial condition of Kaupthing Securities, Inc.
(A wholly-owned subsidiary of Kaupthing New York, Inc.) as of December 31, 2006, and the
related statements of operations, changes in shareholder's equity and cash flows for the year
then ended that you are filing pursuant to Rule 17a-5 under the Securities Exchange Act of 1934.
These financial statements are the responsibility of the Company's management. Our
responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in
the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of Kaupthing Securities, inc. as of December 31, 2006, and its results of
operations and cash flows for the year then ended, in conformity with accounting principles
generally accepted in the United States of America.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements
taken as a whole. The information contained in Schedules | and Il is presented for purposes of
additional analysis and is not a required part of the basic financial statements, but is
supplementary information required by Rule 17a-5 under the Securities Exchange Act of 1934.
Such information has been subjected to the auditing procedures applied in the audit of the basic
financial statements and, in our opinion, is fairly stated in all material respects in relation to the
basic financial statements taken as a whole.

As discussed in Note 8 to the financia! statements, the Company is economically dependent on
its Parent to continue its operations.

H (i LLP

New York, New York
February 26, 2007




KAUPTHING SECURITIES, INC.

STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2006

ASSETS

Cash and cash equivalents
Receivable from clearing broker
Commission receivable

Prepaid expenses

Computer equipment, net

Due from Parent

Total

LIABILITIES AND SHAREHOLDER'S EQUITY

Liabilities:
Accrued expenses
Due to affiliate
Total

Contingencies

Shareholder's equity:
Common stock, $.01 par value; 1,000 shares authorized,
issued and outstanding
Additional paid-in capital
Accumulated deficit
Total shareholder's equity

Total

See Notes to Financial Statements.

$2,233,773
100,541
207,552
42,905
17,801
13,498

———

$2.616,070

$1,182,895
257,183
1,440,078

10
4,790,169

(3.614,187)
1,175992

$2.616.070



KAUPTHING SECURITIES, INC.

STATEMENT OF OPERATIONS
YEAR ENDED DECEMBER 31, 2006

Revenues:.
Commissions $ 1,941,451
Interest and dividends 62,151
Fee income 720,110
Total ‘ 2723712
Expenses:
Compensation and benefits 2,450,252
Clearing fees 230,269
Rent 212,166
Travel and entertainment 265,499
Market data research 254,506
Professional fees 179,090
Regulatory fees 15,268
Office 158,738
Interest 16,889
Other 10,263
Total 3,792,940
Net loss $(1,069,228)

See Notes to Financial Statements.
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KAUPTHING SECURITIES, INC.

STATEMENT OF CHANGES IN SHAREHOLDER'S EQUITY
YEAR ENDED DECEMBER 31, 2006

Additional
Common Paid-in  Accumulated
Stock Capital Deficit Total
Balance, beginning of year $10  $4,758,001 $(2,544,959) $2,213,052
Stock-based compensation 32,168 32,168
Net loss (1,069.228) (1,069,228)
Balance, end of year $10  $4.790.168 $(3.614,187) $1.175,992

See Notes to Financial Statements.




KAUPTHING SECURITIES, INC.

STATEMENT OF CASH FLOWS
YEAR ENDED DECEMBER 31, 2006

Operating activities:
Net loss
Adjustments to reconcile net loss to net cash
used in operating activities:

$(1,0689,228)

Depreciation 3,098
Stock-based compensation 32,168
Changes in operating assets and liabilities:
Receivable from clearing broker 178,116
Commission receivable (181,683)
Prepaid expenses 14,790
Accrued expenses 687,000
Due to affiliate 257,183
Net cash used in operating activities (78,556)
Investing activities:
Purchase of computer equipment (11,689)
Decrease in due from Parent 568,346
Net cash provided by investing activities 556,657
Net increase in cash and cash equivalents 478,101
Cash and cash equivalents, beginning of year 1,755,672
Cash and cash equivalents, end of year $ 2233773
Supplemental disclosures of cash flow data:
Interest paid $ 16,889

See Notes to Financial Statements.




KAUPTHING SECURITIES, INC.

NOTES TO FINANCIAL STATEMENTS

Note 1 - Business and summary of significant accounting policies:
Business:

Kaupthing Securities, Inc. (the "Company") is a wholly-owned subsidiary of
Kaupthing New York, Inc. (the "Parent"). The Company is a registered broker-
dealer under the Securities Exchange Act of 1934 and is a member of the
National Association of Security Dealers, Inc. (the "NASD") and Securities
Investors Protection Corporation. The Company is principally engaged in
providing execution services in the European equity markets and the U.S. equity
markets.

The Company has an agreement (the "Agreement”) with ancther broker-dealer
(the “clearing broker”). The clearing broker is a member of various stock
exchanges and is subject to the rules and regulations of such organizations as
well as those of the Securities and Exchange Commission (the "SEC"). Under the
terms of the Agreement, the clearing broker clears brokerage transactions for the
Company's customers for U.S. securities on a fully-disclosed basis. The
Agreement states that the Company will assume customer obligations should a
customer of the Company default. Accordingly, the Company is exempt from the
SEC Rule 15¢3-3 pursuant to provision (k)(2)(ii} of such Rule.

The Company also solicits and accepts orders from its customers for the
purchase and sale of foreign securities, primarily Nordic securities, with such
transactions being executed by affiliated foreign broker-dealers who are
registered in their respective countries. The clearance and settlement of the
trades occur through a direct transfer of funds and securities between the
Company's customers and the affiliated foreign broker-dealers. Accordingly, the
Company is exempt from registration for foreign broker-dealers transacting
foreign securities in the United States with United States customers pursuant to
the provisions of Rule 15a-6(a)(3).

Use of estimates:
The preparation of financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to
make estimates and assumptions that affect certain reported amounts and
disclosures. Actual results could differ from those estimates.

Securities transactions and valuations:
Securities transactions and related commission revenue and expenses are
recorded on a trade-date basis.

Fee income:
Revenues from finder and other fees are recognized as the services are
performed.




KAUPTHING SECURITIES, INC.
NOTES TO FINANCIAL STATEMENTS

Note 1 - Business and summary of significant accounting policies (concluded):
Cash equivalents:
Cash equivalents are investments in money market funds and investments with
maturities of 90 days or less when purchased.

Computer equipment:
Computer equipment is carried at cost. Depreciation is provided using the
straight-line method over the estimated useful life of five years.

Income taxes:
The Company is a member of an affiliated group. The Company is included in the
consolidated Federal, state and city income tax retumns that are filed by the
Parent. Pursuant to a tax-sharing policy, Federal, state and city income taxes for
the Company are determined on the basis of its separate taxable income.

The Company accounts for income taxes pursuant to the asset and liability
method which requires deferred income tax assets and liabilities to be computed
for temporary differences between the financial statement and tax bases of assets
and liabilities that will result in taxable or deductible amounts in the future based
on enacted tax laws and rates applicable to the periods in which the temporary
differences are expected to affect taxable income. Valuation allowances are
established when necessary to reduce deferred tax assets to the amount
expected to be realized. A deferred tax provision and the related deferred tax
assets and liabilities are recorded by the Company based upon the expected
future Federal, state and city income tax consequences of temporary differences
generated as a result of its own operations.

Stock-based compensation:

Kaupthing Bank, the parent of Kaupthing New York, Inc., allocates to the
Company its portion of stock based compensation. The fair value-based method
of accounting prescribed by Statement of Financial Accounting Standards
("SFAS") No. 123, "Accounting for Stock-Based Compensation" for grants of
options prior to January 1, 2006, and SFAS 123R, "Share Based Payment" for
grants of options on or after January 1, 2006 is used for the employee stock
option program. Under SFAS 123 and SFAS 123R, compensation expense
related to the stock option program is determined based on the estimated fair
value of options granted.

Note 2 - Related party transactions:
For the year ended December 31, 2006, the Company earned commission income of
$1,376,393 through the settlement of client transactions with an affiliated company.

At December 31, 2006, commission receivable of $207,552 was due from the
affiliated company. In addition, the $13,498 due from Parent is for expenses paid on
behalf of the Parent. The Company also receives research and other clearing
services from one of its affiliates. Charges for these services, which were all accrued
and unpaid at December 31, 2006, aggregated $257,183 for the year ended
December 31, 2006.

The Company shares office space with its Parent and paid all the rent for the
premises in 2006.




KAUPTHING SECURITIES, INC.
NOTES TO FINANCIAL STATEMENTS

Note 3 - Financial instruments with off-balance sheet risk and concentrations of credit
risk:

In the normal course of business, the Company's activities involve executions and
settlement of various securities transactions as agent. As a result, the Company is
exposed to risk of loss on these transactions in the event customers, other brokers
and dealers, depositories or banks are unable to fulfill their contractual obligations.
Pursuant to its agreement with its clearing broker, the Company is liable for amounts
uncollected from customers introduced by the Company.

Additionally, the Company is exposed to off-balance sheet risk of loss on transactions
during the period from the trade date to the settlement date, which is generally three
business days. If the customer fails to satisfy its contractual obligations to the clearing
broker, the Company may have to purchase or sell financial instruments at prevailing
market prices in order to fulfill the customer's obligations. Settlement of these
transactions is not expected to have a material effect on the Company's financial
position.

The Company maintains cash and cash equivalent deposits with banks and brokers.
At times, such deposits exceed Federal or other applicable insurance limits. The
Company reduces its exposure to credit risk by maintaining such deposits with major
financial institutions and monitoring their credit ratings.

In the normal course of its business, the Company indemnifies and guarantees
certain service providers, such as clearing and custody agents, trustees and
administrators, against specified potential losses in connection with their acting as an
agent of, or providing services to, the Company or its affiliates. The Company also
indemnifies some clients against potential losses incurred in the event specified third-
party service providers, including subcustodians and third-party brokers, improperly
execute transactions. The maximum potential amount of future payments that the
Company could be required to make under these indemnifications cannot be
estimated. However, the Company believes that it is unlikely it will have to make
material payments under these arrangements and has not recorded any contingent
liability in the accompanying financial statements for these indemnifications.

Note 4 - Receivable from clearing broketr:
Receivable from clearing broker of $100,541 is comprised of commissions eamed on
trades of $541 and a $100,000 security deposit required by the clearing agreement.

Note 5 - Computer equipment:
Computer equipment is comprised as follows:

Cost $22,189
Less accumulated depreciation 4,388
Total 17,801




KAUPTHING SECURITIES, INC.
NOTES TO FINANCIAL STATEMENTS

Note 6 - Employee benefit plans:
The Company's employees participate in a defined contribution profit-sharing plan
and a savings plan. Company contributions for the year ended December 31, 2006
amounted to approximately $36,667.

During 2005, certain employees of the Company received options to purchase
common stock of Kaupthing Bank (the "Bank"), the sole shareholder of the Parent, in
accordance with the Bank's stock option plan. The exercise price of the options,
which will vest over a forty month period was equal to the market value of the Bank's
common stock on the date of grant. The Bank has valued the options using the
Black-Scholes option pricing model. The aggregate value of $105,500 will be
charged to operations by the Company over the vesting period with the credit to
additional paid-in capital. In 2006, $32,168 was charged to operations as stock-based
compensation. At December 31, 2006, the nonvested value of the grant is $69,377.
In addition, on December 29, 2006, the Bank awarded additional options to purchase
shares of the Bank to the Company's employees. Such options, which have an
exercise price equal to the market value of the Bank's common stock on the date of
grant, have an aggregate value of $304,000. The amount will be charged to
operations over the vesting period of sixty-three months.

Note 7 - Net capital requirement:

The Company is subject to the Securities and Exchange Commission Uniform Net
Capital Rule 15¢3-1, which requires the maintenance of minimum net capital and
requires that the ratio of aggregated indebtedness to net capital, both as defined,
shall not exceed 15 to 1. Rule 15¢3-1 also provides that equity capital may not be
withdrawn or cash dividends paid if the resulting net capital ratio would exceed 10 to
1. At December 31, 2006, the Company had net capital of $893,794, which was
$793,794 in excess of its required net capital of $100,000. The Company's ratio of
aggregate indebtedness to net capital was 1.61to 1.

Note 8 - Economic dependency:
As shown in the accompanying financial statements, at December 31, 2006, the
Company had an accumulated deficit of $3,614,187. The Parent has committed to
support the Company as necessary to meet its obligations at least through January 1,
2008. The Company is economically dependent on Its Parent to continue its
operations.

Note 9 - Income taxes:
As discussed in Note 1, current and deferred Federal, state and city income taxes are
determined based on the Company's own operations. The credit for income taxes
consists of the following:

Deferred:
Federal $(350,000)
State and city (217,000)
(567,000)
Effect of change in valuation allowance 567,000
Total s -

10




KAUPTHING SECURITIES, INC.
NOTES TO FINANCIAL STATEMENTS

Note 9 - Income taxes (concluded):
At December 31, 2006, deferred tax assets are comprised as follows:

Deferred tax assets $1,675,000
Valuation allowance (1,675,000)
Total $ -

The provision for income taxes includes an adjustment for an underaccrual from the
prior year.

At December 31, 2006, deferred tax assets resulting principally from state and city net
operating loss carryforwards of $3,471,000 and the Company's share of the Parent's
Federal net operating loss carryforward of $3,244,000, expiring through 2026.

Due to uncertainties related to, among other things, the extent and timing of future
taxable income, the Company recorded a valuation allowance for the full amount of
the deferred tax asset at December 31, 2006.

11




KAUPTHING SECURITIES, INC.

SCHEDULE | - COMPUTATION OF NET CAPITAL UNDER RULE 15¢c3-1
OF THE SECURITIES AND EXCHANGE COMMISSION
DECEMBER 31, 2006

Net capital:
Total shareholder's equity $1,175,992
Deduct nonallowable assets:
Due from Parent ‘ 13,498
Commission receivable 207,552
Prepaid expenses 42,905
Fixed assets, net 17,801
Total 281,756
Net capital before haircuts on securities positions 894,236
Haircut on money market funds 442
Net capital 893,794
Aggregate indebtedness - total liabilities 1,440,078
Computation of basic net capital requirement:
Minimum net capital required $ 100,000
Excess of net capital $ 793794
Excess net capital at 1000% $ 749,786
Ratio of aggregate indebtedness to net capital 1.61t01.0

There were no material discrepancies existing between the above computation and the
computation included in the Company's corresponding unaudited Form X-17A-5 Part {IA filing.
Accordingly, no reconciliation is deemed necessary.

See Report of Independent Public Accountants.
12




KAUPTHING SECURITIES, INC.

SCHEDULE Il - COMPUTATION FOR DETERMINATION OF RESERVE REQUIREMENTS
UNDER RULE 15¢3-3 OF THE SECURITIES AND EXCHANGE COMMISSION
DECEMBER 31, 2006

The Company is exempt from the provision of Rule 15¢3-3 as of December 31, 2006 under the
Securities and Exchange Act of 1934, in that the Company's activities are limited to those set
forth in the conditions for exemption appearing in paragraph (k)(2)(ii).

See Report of Independent Public Accountants.
13
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Report of Independent Public Accountants on Internal Control

To the Sharehoider
Kaupthing Securities, Inc.

In planning and performing our audit of the financial statements of Kaupthing Securities, Inc.
(the "Company") as of and for the year ended December 31, 2006, in accordance with auditing
standards generally accepted in the United States of America, we considered the Company's
internal control over financial reporting (“internal control") as a basis for designing our auditing
procedures for the purpose of expressing our opinion on the financial statements, but not for
the purpose of expressing an opinion on the effectiveness of the Company's internal control.
Accordingly, we do not express an opinion on the effectiveness of the Company's internal
control.

Also, as required by Rule 17a-5(g)(1) of the Securities and Exchange Commission (the
"SEC"), we have made a study of the practices and procedures followed by the Company
including consideration of control activities for safeguarding securities. This study included
tests of such practices and procedures that we considered relevant to the objectives stated in
Rule 17a-5(g) in making the periodic computations of aggregate indebtedness (or aggregate
debits) and net capital under Rule 17a-3(a)(11), and for determining compliance with the
exemptive provisions of Rule 15c3-3. Because the Company does not carry securities
accounts for customers or perform custodial functions relating to customer securities, we did
not review the practices and procedures followed by the Company in any of the following:

1. Making quarterly securities examinations, counts, verifications and comparisons and
recordation of differences required by Rule 17a-13

2. Complying with the requirements for prompt payment for securities under Section 8 of
Federal Reserve Regulation T of the Board of Governors of the Federal Reserve
System

The management of the Company is responsible for establishing and maintaining internal
control and the practices and procedures referred to in the preceding paragraph. In fulfilling
this responsibility, estimates and judgments by management are required to assess the
expected benefits and related costs of controls and of the practices and procedures referred to
in the preceding paragraph and to assess whether those practices and procedures can be
expected to achieve the SEC's above-mentioned objectives. Two of the objectives of internal
contro! and the practices and procedures are to provide management with reasonable but not
absolute assurance that assets for which the Company has responsibility are safeguarded
against loss from unauthorized use or disposition and that transactions are executed in
accordance with management's authorization and recorded properly to permit the preparation
of financial statements in conformity with accounting principles generaily accepted in the
United States of America. Rule 17a-5(g) lists additional objectives of the practices and
procedures listed in the preceding paragraph.

14




Because of inherent limitations in internal control and the practices and procedures referred to
above, error or fraud may occur and not be detected. Also, projection of any evaluation of them
to future periods is subject to the risk that they may become inadequate because of changes in
conditions or that the effectiveness of their design and operation may deteriorate.

A control deficiency exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, fo
prevent or detect misstatements on a timely basis. A significant deficiency is a control
deficiency, or combination of control deficiencies, that adversely affects the entity's ability to
initiate, authorize, record, process, or report financial data reliably in accordance with
accounting principles generally accepted in the United States of America such that there is
more than a remote likelihood that a misstatement of the entity's financial statements that is
more than inconsequential will not be prevented or detected by the entity's internal control. A
material weakness is a significant deficiency, or combination of significant deficiencies, that
results in more than a remote likelihood that a material misstatement of the financial
statements will not be prevented or detected by the entity's internal control.

Our consideration of internal control was for the limited purpose described in the first and
second paragraphs and would not necessarily identify all deficiencies in internal control that
might be material weaknesses. We did not identify any deficiencies in internal control and
control activities for safeguarding securities that we consider to be material weaknesses, as
defined above.

We understand that practices and procedures that accomplish the objectives referred to in the
second paragraph of this report are considered by the SEC to be adequate for its purposes in
accordance with the Securities Exchange Act of 1934 and related regulations, and that
practices and procedures that do not accomplish such objectives in all material respects
indicate a material inadequacy for such purposes. Based on this understanding and on our
study, we believe that the Company's practices and procedures as described in the second
paragraph of this report were adequate at December 31, 2006 to meet the SEC's objectives.

This report is intended solely for the information and use of the shareholder of Kaupthing
Securities, Inc., management, the SEC, the National Association of Securities Dealers, Inc.
and other regulatory agencies that rely on Rule 17a-5(g) under the Securities Exchange Act of
1934 in their regulation of registered brokers and dealers, and is not intended to be and should
not be used by anyone other than these specified parties.

(M (i L/
New York, New York
February 26, 2007
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